
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF NORTH MANCHESTER WATER ) 
ASSOCIATION FOR A CERTIFICATE OF ) 
PUBLIC CONVENIENCE AND NECESSITY, AND 1 CASE NO, 93-396 
FOR ORDERS APPROVINQ AN ADJUSTMENT IN 1 
WATER RATES AND CONSTRUCTION FINANCINQ i 

ORDER 
On Novenkr 18, 1993, North Manchester Water Association 

("North Manchester") filed ita application for Commission approval 

of proposed water rates. Commission Staff, having performed a 

limited financial review of North Manchester's operations, has 

prepared the attached Staff Report containing Staff's findings and 

recommendations regarding the proposed rates. All parties should 

review the report carefully and provide any written comments or 

requests for a hearing or informal conference no later than 15 days 

from the date of this Order. 

IT IS THEREFORE ORDERED that all parties shall have no more 

than 15 days from the date of this Order to provide written 

comments regarding the attached Staff Report or requests for a 

hearing or informal conference. If no request for a hearing or 

informal conference is received, this case will be submitted to the 

Commission for a decision. 

Done at Frankfort, Kentucky, this 17th dny of Februnry, 1994. 

ATTEST: 

Ekecutive Director 
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STAFF REPORT 

E 
NORTH MANCHESTER WATER ASSOCIATION 

CASE NO. 93-396 

I A. Preface 

On October 11, 1993, North Hanohantar Water Arrooiation 

(IINorth Manahestertl) submitted an application raeking approval of 
its proponed water ryrtem improvemanta and line oxtenrionr, 

f inanc ing  and an inorearm in water rater. The application wan 

coneidered filed on November 18, 19931 whan all defiaianaiar were 

cured. The proposed ratas would ganorate approximately $588,551 in 
annual revenues, an inorearm of 66 peraent over normaliaed teot- 
year revenuer from water rrler of @354,311, 

In order to evaluate the requeotad lnoraase in rater, the 

Comminrion Staff (llstaffll) ahose to parform a limited finanoial 
review of North Manaherter'r oparations for the tart period, 

calendar year 1992. Karen Harrod and Jaok Soott Lawlarn of the 

Commission's Division of Financial Analyrir aonduated tha reviaw on 

November 18-19, 1993 at the offioe of! North Manaharter*r CPA, Mr. 

Charles Stivere, in Manohertee, Ksntuoky. Brent Kirtley, of the 
Commisoion's Division of Rater and Ramarah, parformed hir raview 

of the billing analysir at the Conunirrionlr offlae in Frankfort, 
Ken tuoky . 

The findinge of the field review have been reduaed to writing 
in this report. Mr. Klrtlay im rasponrlblr for tha reotlonr 
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ralatcrd to operating revenuea and rate demign. The remaining 

oactionr of the Staff Report were prepared by Ma, Harrod. 

During the courme of the review, North Mancheater wan advieed 
that all proporod adjurtmentr to teat-year operations muat be 

nugported by rome form of dooumentation and that all such 

adjustmenta murt be known and mearurable. Bared upon the findings 

of thir report, Btaff reOOmmendE that North Mancheeter be allowed 

to increame itr annual revenuer by $204,373, or 58 percent. 

--- s c o z  

The moope of the review wa8 limited to obtaining information 

to determine whethar tart-period operating revenue8 and expenrae 

wera representative of normal operationr. Inoignificant or 

immaterial dincropanciea were not purrued and are not addreseed 

heroin. 

In its application, North Mancherter estimated that 46 new 

customere would be added to the system in calendar year 1993. 

Baaed on actual 1993 figurer, 36 new customers were added 

eubrequent to the teat year. North Manchester also stated that an 

additional 384 cumtomera would be added to the syrtem if the 

proposed conotruction projecta were approved. staff's 

recommendation. made in thin report reflect the additional known 

and mearurable expeneee to be incurred ae a reeult of the 

conetruction and financing propored in thir filing and, therefore, 
includee axpenseo assoaiatod with new curtomera. 
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-- n. 
- Opnrating Revsnuon 

- Analysia of Operating Revenuer and Expenses 

North Mancheeter reported test-period revenue from rates of 

$236,464 in their 1992 annual report. The results of the billing 

nnolysio performed by Staff indicate operationr should generate 

$238,503 in annual revenue at current ratem, a difference of $21039 
o w r  roported test-year revenue. The 36 new customers added to the 

eyetem in 1993 do not appear in the billing anaLysisr therefore, an 

adjuotment has boan made to operating revenue in the amount of 

$10,238. As thn line extenaions proposed in this case should 

provido oervlce for 384 new cuitomers, an additional adjustment of 

$105,581 wan made to account for this increase. For the purposes 

of thin roport, total test-period normalized operating revenue from 

ratao shall be considered to be $354,322. 

Operating - Expen600 

North Manchester reported test year operating expenses of 

$ 2 4 4 1 4 5 8  which it proposed to increase by $173,380. The pro-forma 

adjustments to test-period expenses are discussed in the following 

section8 of thin report. 

Balarv and Waqe Expenre 

In its test year operations North blanchester reported salary 

and wage expenne of $23,620. During 1992 the district staff 

COn6iBted of two employeee, one full-time and one part-time. North 

Manchester currently has three full-time employees with weekly 

salaries of $400, $400 and $240. Based on the current salary 
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lovnlr of North Manohorter'r employoen, Staff ha. oaloulatod tho 

dlatrlct'o annual axponre to be $54,080, an inareroo of $30,460 

ovor the tort year level. Slnoe thlr rdjurtment l u  known and 
rnoamurable Staff rooommendo it be allowed for rate-maklng puryorer. 
Tnxer ..._I other than Inoome Tax EXDOnOd 

North Mancheater reported taxer other than income tax expenre 
of $2,156 for the test perlod. Thlr account aotually reprerents 

payroll taxon pald by the utility. Staff reaommendr an adjuutment 

be made to lncreare payroll tax expenre to allow for FICA and 

Medicare taxes arroclated wlth the recommended tnorea8e in ralrry 
axpenre. Aocordlngly, taxcr other than income tax expanre har barn 
increarsd by $2,330', to 4 level of $4,486. 

Purchamed Water E%DOnOe 

North Mancheator reported tort year purchrred water expenoe of 

$134,157. An adjuntment war propooed to increrrs thio amount by 

$61,053 bared on the ortimated urage of the propored new curtomerr 
and test year line lor. of 16 percent. The maximum line lo68 

generally allowed by the Commlrmlon l r  15 percent. Bared on 
normalized and enthated urage 41 calculated by He, Klrtley, Btaff 

has calculated a recommended lncreare to purchared water expenre am 

fOll0WOl 

#ormallzed test yoar urage 701608,772 gallon# 
Usage tor 1993 new ountomerr 3,002,760 gallons 
urage for propoaed new curtomore 30,303,648 gallons 

1 Recomraended Increase to Salary Expenre 
Applicable FICA and Medicare U t e  
Reeomraended Payroll Tax Incroams 



Total normaliaed una e 

Racommanded umage 
Current purcharrod water rate 
($1.50 per l r O , O O  gallons) 

Recommended expense 
Leesr Test year expense 

Recommended Increase 

Therefore, Staff has included 

Adjustment for  151 1 f ne loss 103,9151180 gallons 

122,153,153 gallons 

t .85 

x ,0015 

$ 183,380 
134,157 

B 49,223 
an adjustment to increase 

purohaoed water expenme by $49,223. 

Purchared Power Expanse 

In ltr applloation North blanchester proposed to inareare test 
year purohased power expense by 84,773 to account for the 

addltlonal power required to pump water for the new customera. The 

proposed adjustment was based on the per customer cost of tent-year 
purchased power sxgenee. Although Staff agrees that additional 

purcha~sd power would be required to pump the additional water, 

Staff does net a9rse that purchased power expense would necessarily 
vary directly with the number of customers. Therefore, Staff is of 
the oplnlon that the fncrease would be more accurately estimated 

bB60d on the percentage lncreare of water usage. 
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Baood on an inarease in water ueage of 47,lV pwcrsnt staff 
haa made an adjuatment to increase purahase6 pbwer ewptwss by 

$4,378 

Contractual Servicca Expense 

North Manohester reported aOntrdCtU81 aerviues srrpmee of 

$15,856 for the teat year. In its appliautiofl uff s d j u e t ~ ~ t  wee 
proposed to increase thie amount by $li,lSS t6 %Usrsunt fer 

additional expensce to be incurred as a result of the fiw cruef;mre 
being added to tho system. The propose6 adjustment wse bees$ m e 
per cuotomar expense. A 0  a result of Stuff'& €sVit?w it W m  

determined that, with the exception of billing 8%pnff@ffr the 
expenditures included in this account were not diisatly rs1etsd to 

the number of customers being served. Auuardinqly/ Staft h e  
disallowed the proposed adjustment Poi ratemuking purpoese. 

Of tho $151856 contractual serviaee e%pen#eff repsrted for 6h@ 

test poriod, $8,400 was incurred for billirrg &nd 6 t b ~  fferviwe 

provided by North Manchester's CPA, Mr, Charlm St ivsrs ,  Effscrtive 

December I, 19931 North Manchester entere6 into u umtieut with Mr. 
Stivcrs to continue providing acaounting, baokkerephq sfid bi l s i tq  

aervlcee for the district, including t h e  grapaieti-rn st PuHisr  

Rocommended normalized ueage 10S,415,188 ge%€me 
76 668 772 qalkwe Normalized test year usage 

Increase in normalized usage 

2 

-.&m%iB l Y 8 1 r n B  
Percentage increase 
(33,306,408 + 70,608,772) 

Teet year purchased power expense 
Percentage increase 
Recommended increase 

J 
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Service Corninnion reports and tax roturns. Am ccmpenration MI, 

Btivera would receive $1.00 par bill per month for tho first 700 
water billn proceoned and mailod. All 0th.; billa ovor and abovo 

the 700 billa would be charged at A rat0 of $ , 7 5  por bill. Bared 

on the pro-forma cuntomor level o f  1,233, thir would rosult in A 
PlonthLy fee of si,ioo, OK $13,200 annually. starr is or tho 

opinion that thin io a roaronable foe for tho rorvlcos being 

performed and has lncludod an increase to contractual sorvicos 

axgsnae of 64,800. 

North blanchenter also fncludod invoicor for motor 

Lnstallationn in this account durlng tho tort poriod. Staff han 

determined that there oxpensas rhould be capltalizrd and 

depreciated for rate-making purporon, Thoroforo, an ~djuatmont hao 

been mde to decrease this account by $1,010, 

Baaed on the aforementioned adjustmonts, staff rocommondo a 

net incresna to contractual sorvicor oxpanso of $3,790, 

Materials snd Supplies Expense 

For the teat year Worth blanchastar raported matorials and 

supplies expense of $18,251. An odjustmnt was proporod to 

Lncre4ar thin amount by $1,000 to rofloct tho astlnutod additional 
expnao  to be incurred as 4 rosult of tho proposod construction. 

Hoyever, since thin does not roflect A known 4nd masurablo 

adjustracnt, Staff has disallowed tho increare i n  tho calculatlon of 

North Hancheater’rr revenue requirement. 
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Baaed on staff's review it was detrrmined that $730 expenred 

in thin account during the test period wam for the purchaae of 

meter installation supplies and should be capitalired and 

depreciated for rate-making purpoaes. Accordingly, Staff has made 

an adjustment to decrease materials and muppliem expenre by $730 to 

correctly account for these items. 

Insurance and Transportation Expenses 

North Manchester included insurance and transportation 

expenees in test year ogerationr of $7,756 and $1,173, 

respectively. In its application adjustmentr were propored to 

increaee these expense accountn by $3,000 each to account for the 

increased costa expected to be incurred a8 a result of the proposed 
construction. Although Etaff concurm that these expenses are 

likely to increase, the proposed adjumtmenta are based on estimates 

and therefore, do not meet the rate-making criteria of being known 

and measurable. Accordingly, Staff has dimallowed these increases 

in North M8nChester's adjusted operations. 

Rent Expense 

During the teat year North Manchester incurred rent expense of 
6600. Bubrrequent to the test year the district relocated to 

another building and began paying rent expense of? $175 per month or 

62,100 annually. Since this increare of $1,500 over the test year 
level meets the rata-making criteria o f  being known and mearurable, 

Staff recommends it be allowed in the determination of North 

hncheeterfs revenue roquiremont. 
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noproairtion PExpenee 

North Manaheeter reported teat year slepreolntion swpensa ~i 

$14,641. In ita rpplloatlon 4n adjurrtmentwae lnaluded to Lnclrroro 
dsgroaiation exponsr by $70,008 fOf tho Qepreolablen a i  thr 

propoead oonatruatlon over a perlad of 40 yeare, Pureuonk to thr 

Commiaeion'a Order in Case #er 104811' North Honuheeter ha# 

propoead adjustmente to update ite revenue6 and errpneee t o  the 

levo1 antlolpatrd upon aamgl@tien of the prmeed  eonetrwblen, 
Since these adjuetmento rerleet the lntpaat that the propenad 
conetruation and retimated 384 new ouet81118:e wwZQ have en It# 

rovonuea and expaneesI a8 required by th# abwe  referenced caaa, 

staff roaommrnde nn lnareaee In deprrulotlen expnee of $70/00$, 

Baesd on the aapitalized rxpenditacree diesuerred fn the 

matoriale and euppllee en8 the eentraatual eervloee eeetl~ne ei  

t h i n  reportr fitatf has made an 8dclltimn.l d j u e t m n t  to 

degraalation expenee. After seneultlng ulth  the Cmmlnslen'n 

Division o f  Engineering it was daternlned that 40 ye8re wale ba 
the appropriate eervlae life far meter lnetallatime, Aamrdingly, 

toet year depreaiatlan e#penee h4e been lnerease8 by an .QQi&ienal 

$44 '  reeultlng in a total inure8ee e l  $70/052, 

Notice of adjustment of the Rete@ ef %mtuQky-kDericrn Water 
Company Effeattve on Pebruasy 2, 1989, 

9 Meter Installatfane 
Estimated serviae tits 
Annual bepreaiatim mpenee 
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Opsr8tlona Summary 

Barred on the roccmmond8tlono of staff, North ManChe6ter'8 

oparatlng etstement would appear 40 eet forth Ln Appsndix B to thle 
repor t , 

C. -- Eovsnue R.aUlrUm@nt8 Dotormin~tion 

A6 of the end of tho toot period North Hanchoster dld not have 

any out~tandlng long-term dobt. The new debt to be aaqulred for 

the proprod conrtructlon would roault In an average annual debt 
asrvlcs payment of $150,726, no ehown In Exhlblt 2 of the 

sppllcatlon. In tho evont approval for any portlon of the 

conatructlon l o  not obtained, the recommen8atlons contalned hereln 

related to flnanclng and oxpenreo for the conotructlon would change 

accorainqiy. A86Urnhg tho conotructlon l e  approved, Btaff 

recommando that the propomd debt bo included in revenue 

rrqulromsnt6 in order to fund tho proposed con6tructlon, 

Baaed on dju6t.d toot year operation6 and the proposed debt, 

m r t h  Hnnchootor'o debt 8efvice coverage IHDSCY) le - . 2 6 ~ . ~  Staff 

has dsteralnod that, in acwr4nnce w5th the loan requlrements of  

the Kentucky Infrastructure Authority, A DBC of 1.1% is neceasary 

to allow M r t h  Hnnshestar to m o t  lt6 opsrotlng cxpenees and 

aervlcn it6 &bt. Thsrefore, Staff recommend6 that North 

Malnchestar bo alloved to  incroa60 its a n n u l  revenues by $204,373, 

calculated a5 follmrrs 
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Adjusted Operating Expenses 
Average Annual Debt Service 
10 Peroent DSC 
Other Expense 

Total Revenue Requirement 

team: Metered Watar Salem 
Other Water Revenuem 
Other Income 

$405~461 
150 p 726 
15,073 

526 

$57ir7e6 

3 5 4 ~ 3 2 2  
1 2 ~ 4 4 2  

649 

Required Revenue Increase $204.573 

D. Rate Desiqn 

North Mancheater’s present rate structure is composed of a 
declining block mchedule for each of the three varioum rimed meterm 

offered to their customers. In itm application, North Manchester 

proposed to charge a minimum bill for each of the three meter eiaem 

and a flat rate for usage above the gallons included in the minimum 

bill. Staff agrees that the proposed rate design change should be 

made. The recommended rates will generate the required operating 

revenue from rates of 8558,695. Therefore, Staff recommends the 

rates in Appendix A be approved for water service. 
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APPENDIX A 
TO STAFF REPORT CASE NO. 93-396 

The Staff recommends the following rate be prescribed for 

cuntomern of North Mancheeter Water Asroaiation. 

5/8" x 3 / 4 "  Meter 

Flrnt 2,000 gallons 
Above 2,000 gallone 

1" Meter 

Plret 5,000 gallons 
Above 5,000 gallons 

2" Mnter 

First 15,000 gallons 
Above 15,000 gallons 

$15.55 Minimum Bill 
4.25 per 1,000 gallons 

$28.30 Minimum Bill 
4.25 per 1,000 gallons 

970.80  Minimum Bill 
4.25 per 1,000 gallono 



APPENDIX a 
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North Hrnaheoter Water Aioooirtion 
Etatemont of Adjustad 0 oration0 

Test Year Ended 12/ 3 1/91 
Tort Yoar por Rooommondod 
4nnur1 C t  A4lwmnu 

Oporatlng R O V O ~ U O ~ I  
Hotorod Watoe 8aloa 
Other Water Rovonuor 

Total Oporating ROVO~UOI 

Oporatlng Exponrorl 
Ealarios & Wagor 
Puroharod Wator 
Puroharod Powor 
Chamloale 
Mntorialr L Buppllor 
Contractual Eorvioor  
Rontr 
Transportation Exponro 
Inruranoo 
Rog. Commierlon Exponro 
Mlrcollanoour 

Total operating Exponror 

Doproolatlon Exponro 
Tax011 othor than Inoomo 

Utllity Oporating Exponror 

Utillty Oporatlng Inoomo 

Intoroit Inoomo 
Intarost Bxponro 

Not Inoomo/(Lom) 

0 i i 7 ~ a w  

e i i ~ , a ~ a  

0 301460 

4,37E 
 ID,^ 

( 730) 
3 I 790 
1,500 

Tort Year 
hmlu4.. 

o 3 w 1 3 a a  
Ail.lU2 
13001704 

I ! M , O ~ I O  
lE3,JaO 
lJl659 

290 

191646 
21100 
21273 
7 I 756 

~ 7 ~ 5 a i  

500 
)r076 

1306r2E1 

94,694 
lr486 
?S!hA§A 

(I 3 ~ ~ 6 9 7 )  

649 
2 
(e) 


